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Perhaps Buffett's shareholders should consider this bursting of the Saint Warren bubble as a
chance to take their profits hefore more bad news emerges
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Greenberg: Sokol, At the Very Least, Violated
Berkshire’s Code of Ethics
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Few people realize these stocks even exist.

The lawyers can hash out whether David Sokol engaged in illegal insider But many of the richest, most successful

trading. But this much appears clear: It would appear he violated Berkshire TR TR I LETEGT (D

been quietly cashing in on them for decades
Hathaway's Code of Ethics, which are spelled out on the company’s
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Hathaway’s Code of Ethics, which are spelled out on the company’s
website

He obviously doesn't think so. In comments to Becky Quick and Joe Kernen
this morming on CNBC’s Squawk Box, he said:

—tubrizol [LZ Loading.. ( B wasn't on
Berkshire’s restricted list;

—He thought there was & mere 5 percent
chance that Berkshire [BRK.A Loading... 0
) would ever buy i.

But the chronology of events, gathered

from a Lubrizol proxy and Berkshire
Chairman Warren Buffett’s comments about

D3 Sokol on Squank Box

Sokal's departure, Sokol was making
purchases at the same time he was talking
to investment bankers about Lubrizol as a possible takeover prospect for
Berkshire.

In the very least, according to Berkshire’s “Code of Business Conduct and
Ethics,” Sokol should have told Thomas Murphy, the chairman of Berkshire’s
audit committee, about the purchases. (You can read the entire Code of
Ethics here )

According to the Code:

“all directors and executive officers of the Company, and the chief

variitive affimars and chiaf financial aficare of Rartehira Hathauay's
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« Greenberg: Sokol, Atthe Very Least, Violated Berkshire's Code
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According to the Code: * ICE CEO: We Are ‘Better Partners' for NYSE

« Stocks Gain, Led by Industrials; GE Rises
“all directors and executive officers of the Company, and the chief
executive officers and chisf financial officers of Berkshire Hathaway's

subsidiaries, shall disciose any material transaction or relationship that CAIESIEROMOURBLDES) » More
reasonably could be expected to give rise to such & conflict to the Wil Paperless Change The Face Of The
Ticket Industry?

Chairman of the Company’s Audit Committee. No action may be taken with
respect to such transaction or party unless and until such action has been
approved by the Audit Committee. "

= Schork Ol Outlook: Producing Like There's No Tomorrow
Furthermore, the Code relates to simple common sense. When in doubt, - Free Botox? There's a Small Wiinkle
- 5 Stock Picks Into the Weekend: Stiategists
- Entire State Puts Homes on ‘Clearance’ Sale
- Best Quarter Since '98: What's Next?
- Bulls Following Money into Braziian Fund
« Fat: How Should You Invest Now? It A Garne of Chicken
paper — to be read by their spouses, children and friends — with the « Yoshikami: Japan's Quiet Uncertainty
reporting done by an informed and critical reporter.” « Yoshikarri: Why Watren is Challenged Finding the Next Bufiett

remember Warren Buffett’s rule of thumb:

1 want employees to ask themselves whether they are willing to have
any contemplated act appear the next day on the front page of their local

Never mind lead headiines in the national news!

CITEVTM  Finally, the code addresses insider trading:
& ANALYSIS

“Covered Parties who have access to confidential

TOP HEADLINES » » Markets | Econamy | Companies

As Inflation Debate Heats Up, Prices Just
Keep Climbing

information are not permitted to use or share that
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“Covered Parties who have access to confidential
information are not permitted to use or share that
information for stock trading purposes or for any other

A purpose except the conduct of the Company’s business,
- All non-public information about the Company should be
e berg considered configential information. It is always illegal to

Serlor Stocks trade in Berkshire Hathaway securities while in possession
of materiai, non-public information, and it is aiso ilegal to

communicate or “tip” such information to others.
Sokol ta Becky Quick: I didn't have any inside information.”

My take: That remains to be seen. Even transactions that may seem
obvious aren't necessarily ilegal. Insider trading is a murky legal area. In the
very least, this was poor judgment. After reading through everything and
watching the CNBC interview, T was stil shaking my head. What was he
thinking?

It would appear Berkshire will have to now probe whether Sokol was
purchasing shares in ther companies with ties to Berkshire. And while
they're at it they need to ask themselves why they don't have stricter
personal investment policies for company executives? Berkshire, after all, is
largely in the business of making investments. Come to think of it, based on
Buffett’s comments over the years, about the only stocks that would be
safe for Berkshire execs to buy for their personal accounts are tech
companies! As long as Buffett is running the company, he has made it clear
he won't buy one.
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- Slideshow: The BestJobs in America 2011

« Ford Outsells GM in US For Second Time Since 1938

« World's Strongest Liquor Brands

« Bank Risk Breaking Back Of Irish Government: Roubini
« Facehook Fires Manager for Trading on Goldman Deal
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The Potential Heirs to Buffett’s Throne
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The resignation of David L. Sokol — & leading

A Recommend  ® Email This candidate to succeed Warren Buffett at

& Pt e Berkshire Hathaway — has called into question
the company’s succession plan.
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For years, Mr. Buffett has said his job would be

split up, with one executive overseeing
- DealBook: Buffetts Handiing of His

ey operations and another running the investments.
- DealBook: Soko's Legal Exposure

Last year, Todd Combs, a hedge fund manager

at Castle Point Capital, joined the Berkshire
family to handle a piece of the portfolio. His appointment would make him the L
natural to eventually replace Mr. Buffett as chief investment officer.

‘The chief executive role is less clear. The position ~ long a topic of speculation —
could be filled by a number of managers running subsidiaries at Berkshire. Although
Mr. Buffett has never named a specific successor, he often gushes about his
executives in his highly anticipated annual reports.

Here's a looking at some of the potential heirs.

Gregory E. Abel, chief executive of MidAmerican Energy Holdings
In March 2008, Mr. Abel was tapped to head up the utility, replacing Mr. Sokol,
who remained on as chairman until his resignation on Wednesday.

Buffett’s Take: “Dave Sokol and Greg Abel are going to run any businesses with
which they are associated in a first-class manner. They don’t know of any other way
to operate.”

Ajit Jain, head of the Berkshire Hathaway Reinsurance Group
Mr. Jain, who joined the conglomerate in 1986, insures what Mr. Buffett calls “risks
that no one else has the desire or the capital to take on”

Buffett’s Take: “Even kryptonite bounces off Ajit.”

Tony Nicely, chief executive of Geico
Internet
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Tony Nicely, chief executive of Geico
At 67, Mr. Nicely — who started at the low-cost insurer two months after turning 18
~is a dark-horse candidate to replace Mr. Buffett.

Buffett’s Take: “Tony Nicely, Geicos C.E.O., remains an owner’s dream. Everything
he does makes sense.”

Tad Montross, chief executive of General Re
Mr. Montross took the top spot at the subsidiary, after his predecessor resigned in
2008 following the conviction of former executives at the reinsurance company.

Buffett’s Take: “Tad and his associates have developed a major lfe reinsurance
operation that has grown increasingly valuable.”

Matthew K. Rose, chief executive of Burlington Northern Santa Fe
One of the latest manager to enter the Berkshire fold, Mr. Rose quickly made an
impression at the company, with revenue at the railroad up 20 percent in 2010.

Buffett’s Take: “It has the additional virtue of being run by Matt Rose, whom we
trust and admire.”

Berkshire Hethaway, - Buffett’s Handling of Deputy Baffles Sokol, Buffett and the
Burington Northern  Some Experts ql) Lubrizol Trades
Sarta e, Castle Point /i

Captal, Davic Soke,
Gelco, General e,
Wettherw K. Rose, Tadt
Wortross, Tod
Combs, Tory Nicely,
Warren Buffett
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APRILS, 2011, 5:08 A0 LEGALREGULATORY

The Private Equity Parallels With
Buffett

BY PETER LATTMAN

Since the story broke over questionable stock

trades by David L. Sokol, a former top lieutenant
to Warren E. Buffett, DealBook has heard from a
range of people about the controversy.

Recommend = E.mail This

@ print Share
Recommend

Lawyers want to dissect the fact pattern and

predict whether Mr. Sokol faces legal liability.

Bankers want to know more about Citigroup’s

role in the kerfuffle.

- Sorkin: Buffett's Ruthlessness Absent

Private equity firms mostly want to express outrage. They point out that Berkshire
Hathaway, Mr. Buffett’s holding company, in many ways resembles a private equity
firm.

Like private equity, Berkshire sits on a pool of billions of dollars in unspent cash
searching for deals. It owns a portfolio of businesses. Investment banks pitch it on
potential acquisitions.

‘The private equity deal-makers argue that if the same fact pattern involving Mr.
Sokol was perpetrated by an executive at one their firms, the story would end very
badly.

Imagine, they say, that the partner of the Elackstone Group in charge of industrial

Pussssste had « rantin sith hanleasn 2hesst sannikla hissant faraarn Banlarn chared
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Imagine, they say, that the partner of the Elackstone Group in charge of industrial
buyouts had a meeting with bankers about possible bugout targets. Bankers showed
him a list of companies that Elackstone might find interesting. The Blackstone
partner reviewed the list and decided that one industrial company looked
particularly compelling. He told the banker to reach out to the company about a
possible acquisition by Elackstone. The banker relayed the message to the industrial
company’s chief executive, who indicated that he would inform his board of
Elackstone’s possible interest.

4 few weeks later, the Blackstone partner purchased $10 million of the industrial
company’s stock for himself in his personal brokerage account. The partner then
brought the acquisition idea to Stephen 4. Schwarzman, who, as Elackstone’s chief
executive and largest shareholder, would have to sign off on any deal that large.

Elackstone looks at hundreds of deals a year. But two months later, after due
diligence and negotiations, Elackstone agrees to buy the industrial company. The
deal, struck at a large premium to where industrial company was trading, increased
the Blackstone partner’s holding by $3 million.

‘These facts mirror what happened with Mr. Sokol and Berkshire Hathaway's
acquisition of Lubrizol. And private equity executives believe that, if the above
hypothetical actually occurred, the government would bring the hammer down on
Elackstone.

When DealBook asked several lawyers about these facts — replacing Berkshire with
Elackstone — they all said this would likely form the basis of an insider trading
charge. (They also say that under the insider trading laws, it would not matter
whether Elackstone ultimately acquired the industrial company.)

What also perplexes private equity deal-makers about the Sokol situation is that

[
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whether Elackstone ultimately acquired the industrial company.)

What also perplexces private equity deal-makers about the Sokol situation is that
Berkshire did not seem to have the proper procedures in the place to protect against
this. Buyout firms like Elackstone, Kohlberg Kravis Roberts and the Carlyle Group
have strict compliance rules regarding personal trading by company executives.

Among the variety of procedures in place are individual brokerage accounts that are
registered with the firm and which require all stock trades to be cleared in advance
by the compliance department.

s another backstop, when a private equity firm becomes interested in a company
as an acquisition candidate, that company goes on a restricted trading list. At some
private equity firms, partners cannot even own individual stocks but only index
funds and mutual funds.

About a year ago, in a Eloomberg Businessweek profile, Henry R. Kravis was green
with envy over Mr. Buffett. He called Berkshire’s business “the perfect private
equity model.”

Neither Mr. Kravis nor Mr. Schwarzman could be envying the position that Mr.
Buffett finds himself in today.

Berkshire Hathaway, The Potential Heirs to Sokol, Buffett and the
Blsckstone, igrour, Buffett’s Throne ¥ Lubrizol Traties
David SokolWarren /
Buett
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Sokol Acted Unethically, Warren -- Just
Say It

Ben W. Heineman, Jr., Harvard Business Review | Apr. 6, 2011, 1:42 PM 81
[nECOEE] $rweet| 8 © Emai AAA

In announcing the resignation of David
Sokol, Berkshire Hathaway executive
and possible successor. Warren
Bufett said on March 30th, "Neither
Dave nor | feel his Lubrizol purchases
were in any way unlavful

Bufett should have gane on to say, "I
do, however, think David Sokol acted
unethically " But he didnt. and a
firestorm of questions about Bufett
Sokol, and Berkshire govermance has
ensued

As every business-sawy reader now
knows, the "Lubrizol purchases”
involved Sokol's acquisition of about trackrecord
$10 millon of Lubrizol shares on

January 57, 2011: his

recommendation to Buffett that Harvard

Berkshire buy the company on about s‘e‘ﬂg‘?‘

January 14th and then again on

January 25th; and Berkshire's + Sokol Acted Unethically, Warren, Just Say it
decision to buy Lubiizol announced in . rnmarae citzanchin Shovid inciue Bavinn Taves
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January 25th: and Berkshire's
decision to buy Lubrizol announced in
mid-March with a resulting increase of
53 million in Sokol's Lubrizol holdings

- Sokol Acted Unethically, Warren, Just Say It
+ Corporate Cifizenship Should Include Paying Taxes
+ Avoiding Catastrophic Failures in Process Improvement
According to Bufet's March 30th
statement, "In our firs talk about
Lubrizol, Dave mentioned that he
owned stock in the company. i was a  See Also:
passing remark and | id not ask him
‘about the date of his purchase or the. No Matter What Happens Next, Buffett's No. 2
extent of his holdings.” ? David Sokol Made A Huge Mistake
There has been an autpouring of Warren Buffett's Tamished Halo
witing about whether Sokols
purchases were, in fact, legal or were ﬂ
iolations of insider trading rules:
e o e Berkshire Hathaway's Problem At The Top
more questions of Sokol in mid-
January: and whether, on March 30th,
-

he should have said Sokol's actions
were legal

All well and good. But, in my view, while the questions about "what was legal
question about "what was right" does ot

have to be sorted out. one key

When he was urging the Lubrizol deal in mid-January. David Sokol had an ethical obligation to tell Warren
Bufett that he had just bought company shares worth $10 million (Bufftt's failure to ask hard questions does
not excuse Sokal ) This is probably required under Berkshire's insider trading policy (barring trades in public
‘companies "that may be involved in significant transactions with Berkshire._in which Berkshire has invested
or may in the future invest ") But it is surely required as a matter of simple ethics. You tell the chairman that
you just bought a significant amount of stock in a target you are recommending and that you may benefit if
the deal goes through
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the deal goes through

So. there are lots of open questions. But, the core of the matter as we know it today is straightforward: Sokol
‘acted unethically in January by disclosing the deteils about his Lubrizol holdings to Buffett, and Buffett
‘should have said, in his March 30th announcement, that Sokol acted unethically.

Despite his iconic status as  business leader of great integrity. Warren Bufftt seems just s prone to poor
judgment as other leaders faced with troubles inside their companies: circle the wagons and. initially. admit
o fault on the part of anyone.

David Sokol may have been an excellent business leader, but he acted unathically in a one-on-one with his
boss

The boss, especially one with such a fine sense of impropriety. should have said so.

Ben W. Heineman, Jr., GE's former Senior Vice President for Law and Public Affairs, s senior fellow at
Harvard Law School's Program on the Legal Profession and Program on Corporate Govemance and seriior
fellow at the Kennedy School's Belfer Genter for Science and Intemational Affairs. He is author of the book,
High Performance with High Integrity (Harvard Business Press 2008).

This post originally appeared at HER org.

Tags: Warren Buffett, David Sokol, Harvard Business Review | Get Alerts for these topics »
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David Sokol Did Receive Phone Call Saying Lubrizol Was Interested In Galleries

Berkshire Deal (BRK.A, BRK.B, BRK-A, BRK-B, LZ)
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At the time of Buffett's announcement that Berkshire Hathaway was interested in
acquiring Lubrizol, Sokol had a large position in Lubrizol stock and still did not sell even
though a takeover looked ripe within the near future.

Previously, Warren Buffett said that Sokol did not know what Lubrizol's interest was in
the deal at the time when Sokol held Lubrizol stock in his personal account, according to
Buffett's shareholder letter. CNBC is reporting today, however that Sokol did in fact
receive a phone call from Lubrizol confirming the company's interest in the Berkshire
deal.

David Sokal told Buffett, CEO of Berkshire Hathaway, that he had purchased Lubrizol
shares prior to his discussion of the company with Buffett. On CNEC, he said that he
"had no control over deal” regarding if or when Buffett might decide to express an
interest in acquiring Lubrizol.

Defending his disclosure of his position in Lubrizol stock, Sokol said that "it would have
been inappropriate not to suggest deal to Buffett," even though Sokol already owned
shares of Lubrizol and could benefit from an increase in the stock price. Sokol claims
that he did not have access to insider information during his trade of Lubrizol.

Prior to this scandal, Sokol was rumored to be a possible successor to Warrenn Buffett
as CEO of Berkshire Hathaway. Sokol said that his resignation from Berkshire
Hathaway occurred at an appropriate time for he and his family. He said that being the
CEO of Berkshire Hathaway was not something to which he aspired.

(c) 2011 Benzinga.com. All rights reserved. This material may not be published in its
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BYERIK HOLM

NEW YORK—David Sokol, the Berkshire Hathaway Inc. executive who resigned last month,
had more conversations with bankers for Lubiizol Corp. than previously disclosed, according to a
regulatory fiing that adds more detail about the cherical maker's interest in a potential deal

Mr. Sokol was told by the bankers on Dec. 17 that Lubrizals chief executive planned to discuss
Berkshire's possible interest in a takeover with his board of directors, according to the fiing
released late Monday

The new infrmation in Lubrizol's proxy fling for shareholders adds to the timeline of events
surtounding Mr. Sokol's trading of Lubrizol shares in his personal account in Decernber and
January-a purchase disclosed by Berkshire Chief Executive Warten Buffett on March 30 when
he announced Mr. Sokol was stepping down

Mr. Sokol had been widely seen as a leading
contender to succeed the aging bilonaire at
the helm of the Omaha insurance and
industrial conglomerate, one of the biggest
U.S. companies. In his announcement last
month, Mr. Bufltt said the resignation was
Mr. Sokol's choice but noted that, unlike
past instances where Mr. Sokol

contemplated leaving, he didnt try to stop
refulimase i from resigning

David Sokal

Mr. Sokol first discussed his interest in

Lubrizol with bankers on Dec. 13. A previous
version of the proxy. filed with regulators before Mr. Sokol resigned, hadnt indicated whether Mr
Sokol was aware that Lubrizol was taking that interest seriously. The updated version shows
that the bankers agreed in a Dec. 17 phone call with Lubrizol Chief Executive James Hambrick
to inform Mr. Sokol that Lubrizol's board would be told of Berkshire's interest. Mr. Sokol was told
as such that same day
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Mr. Sokol first discussed his interest in

Lubrizol with bankers on Dec. 13. A previous
version of the proxy. filed with regulators before Mr. Sokol resigned, hadnt indicated whether Mr
Sokol was aware that Lubrizol was taking that interest seriously. The updated version shows
that the bankers agreed in a Dec. 17 phone call with Lubrizol Chief Executive James Hambrick
to inform Mr. Sokol that Lubrizol's board would be told of Berkshire's interest. Mr. Sokol was told
as such that same day

By then, Mr. Sokol had already purchased 2,300 shares of Lubrizol, according to Mr. Buffet’s
March 30 statement. He sold the halding Dec. 21, anly to buy 96,080 shares fram Jan. 57 for
about §10 million. Berkshire reached a $9 billion deal to acquire the company in mid-March,
boosting the valus of Mr. Sokol's stake by about §3 million

The updated fling added that Mr. Harbrick requested that the bankers act as a go-between a
second time "on or about Jan. 10" to inform Mr. Sokol that Mr. Hambrick would be contacting
i directly. The fling noted that the bankers conveyed this information to Mr. Sokol.

Mr. Buffett revealed in his March 30 staternent that Mr. Sokol approached him about a week
after taking his second stake in Lubiizol to suggest that Berkshire buy the company outright
Mr. Buffett said that Mr. Sokol mentioned at that mid-January meeting that he owned Lubiizol
shares. Mr. Buffett characterized the comment as " passing remark” and said he didnt press
for details about the date of the purchase

Mr. Sokol has said he believes he did nothing wrong in making the trades and they weren' a
factor in his decision to resign. Neither he nor Mr. Buffett immediately responded to requests for
comment late Monday.

People familiar with the matter said last week that the U.S. Securties and Exchange
Cormmission s looking into whether Mr. Sokols purchases of Lubrizol shares violated insider
trading or other securities laws

An independent committee of the conglomerate's board will also be reviewing the transaction
and Mr. Sokol's trades to determine whether there was a violation of the trading policy,  person
farniliar with the matter said last week
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reaping a $3 milion profit under the terms
of the $9 billion cash deal. See SEC fiing
for more details

Until now, Buffett has staod by Sokal's stary
that the investment didn't break the law.
Many legal analysts have agreed, though
many said Sokol's trading was a borderline
transaction. Rager Altman, who advised
Lubrizol, said it wasn't Mr. Sokol's finest

Reuters
David Sokal hour " See Deal Journal post on Aftman

Legal analysts wil now have to decide if Sokol used *non-public, material information” as
the law defines it to make an inside trace.

There is, of course, no evidence Buffett knew how Sokol acquired the information or that
Sakol told him about the meeting with Citigroup Inc. (C 4.52, -0.02, -0.33%) hankers where
Lubrizol says he leamed of the talks

BUt even if Bufett didn't knaw, it doesn't
reflect well on him. Sokol meeting with

Citigroup bankers about potential deals
— and he didn't report bhack to Buffett?
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David Sokol Accused of Misleading Berkshire Hathaway Management
Wednesday, April 27,2011

SUSIE GHARIB: Berkshire Hathaway (NYSE: BRKA) says a former top executive broke insider
trading rules and the company's code of ethics. David Sokol resigned last month after revealing
that he bought $10 million worth of Lubrizol (NYSE: LZ) stock just before encouraging Warren
Buffett to buy the specialty chemical company. Sokol was considered a leading contender to
succeed Buffettas CEOQ. Joining us now to talk about this, Tom Russo. He's of Gardner Russo
& Investments. Berkshire is a top holding at his investment firm. Nice to have you with us Tom.

THOMAS RUSSO, PARTNER, GARDNER, RUSSO & INVESTMENTS: Thank you Susie. Nice to
see you.

GHARIB: So what's the next thing that's going to happen? What s the next shoe to drop? Do
you think that there could be legal action taken against David Sokol?

RUSSO: | don'treally know whether it will lead to that. | do know that this is tragic. It's just a
tragic situation. Aperson’s career now is on the side rail and really the audit committee today. |
think, put clearly forth what the standards of conduct are within Berkshire. And whether or not
there was insider trading or whether this was a misleading transaction is really notthe whole
story. The whole story today was that the audit committee said that there are procedures
recovered privileged individuals in Berkshire like David that require a person to receive approval
before they can trade. This is something that's quite important.

GHARIB: The timing on this is really interesting, because on Saturday Warren Buffettis going to
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5 blunders of a billionaire: Sometimes even
Warren Buffett gets it wrong
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By Associated Press,

OMAHA, Neb. — The Oracle of Omaha earned his nickname — and more than a few billion
dollars — by spotting investments that others overlooked, but Warren Buffett makes mistakes.

No, really, he does.

n Comments
Corrections? >

€1) More

Just pick through Buffett’s annual letters to
shareholders of his conglomerate, Berkshire
Weighin > Hathaway. His pronouncements are eagerly
anticipated by investors around the world. But

sometimes even the Oracle gets it wrong.

By the second page of this year's letter,
released Saturday, Buffett was borrowing a
tennis term to take credit for “a major
unforced error” he'd made on some Texas
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( Nati Harnik / Associated Press ) - FILE - In this Nov. 14
2011 photo, Billionaire investor Warren Buffett speaks in
Omaha, Neb., Monday, Nov. 14, 2011 at an event to raise
money for the Girls Inc. charity organization. Buffett wants
Berkshire Hathaway shareholders to know that the
company has someone in mind to replace him eventually

economic growth.

Tfility bonds.

Of course, Buffett’s shareholder letters are
filled with a lot more good decisions than bad
ones. His $44 billion fortune attests to that.
But the blunders are instructive. Or at least
remind us that he’s human.

The plainspoken, no-nonsense investor tends
to be a good sport about his mistakes. Here
are some of the lowlights.

HOUSING HOROSCOPE

The blunder: Buffett predicted in last year's
letter that the U.S. housing recovery would
begin within the next year and help fuel

The explanation: Buffett doesn't mince words and says he was “dead wrong” about this one. But

he says basic biology makes it unavoidable that the country will need more houses.
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The quip: “People may postpone hitching up during uncertain times, but eventually hormones
take over. And while ‘doubling up’ may be the initial reaction of some during a recession, living
with in-laws can quickly lose its allure.”

ENERGY ERROR

The blunder: Buffett spent about $2 billion buying bonds offered by Texas utility Energy Future
Holdings. But those bonds are now worth about $878 million, and he conceded Saturday that
even that could be wiped out.

The explanation: Buffett comes right out and admits misjudging the company’s prospects and
the likelihood that natural gas prices would remain depressed.

The quip: “However things turn out, I totally miscalculated the gain/loss probabilities when I
purchased the bonds. In tennis parlance, this was a major unforced error by your chairman.”

ACQUISITION ANGST

The blunder: Some of the companies Berkshire Hathaway has bought don’t add much to the
company’s bottom line. Buffett didn't single out the laggards in Berkshire’s manufacturing,
service and retail unit, but he acknowledged that a few produce poor returns.
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The explanation: Buffett says he misjudged some of these businesses before Berkshire bought FullPaper  Metro  Style  Sports =

them partly because he didn't always listen to curmudgeonly Vice Chairman Charlie Munger.

The quip: “I try to look out 10 or 20 years when making an acquisition, but sometimes my
eyesight has been poor. Charlie’s has been better; he voted ‘no’ more than ‘present’ on several of
my errant purchases.”

OIL OOPS

The blunder: In 2008, Buffett more than quadrupled Berkshire’s stake in ConocoPhillips when
oil and gas prices were near their peak. It cost the company several billion dollars.

The explanation: Buffett said he didn't anticipate the dramatic fall in energy prices that
happened later in 2008.

The quip: “During 2008 I did some dumb things in investments. I made at least one major
mistake of commission and several lesser ones that also hurt.”

TEXTILE TROUBLE

The blunder: Buffett has said that buying Berkshire Hathaway itself may have been his worst
investment decision. It was a struggling New England textile mill when Buffett bought into it in
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The blunder: Buffett has said that buying Berkshire Hathaway itself may have been his worst
investment decision. It was a struggling New England textile mill when Buffett bought into it in
the 1960s. He kept the mill running for 20 years before shutting it down.

The explanation: Buffett didn’t recognize immediately that the textile business was doomed to
continue losing money.

The quip: “The dumbest thing I could have done was to pursue ‘opportunities’ to improve and
expand the existing textile operation — so for years that's exactly what I did,” he said last year.
“And then, in a final burst of brilliance, I went out and bought another textile company.
Aaaaaaargh! Eventually T came to my senses, heading first into insurance and then into other
industries.”

Copyright 2012 The Associated Press. Al rights reserved. This material may not be published,
broadcast, rewritten or redistributed.
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In four of the last five years, Warren Buffett has underperformed the S.&P. 500-stock index. In the view of an expert
statistician, Mr. Buffett’s recent struggles should underscore the appeal of index funds to ordinary investors — and
the near impossibility of consistently beating the market. Drew Ang

er/Getty Images

Strategies Warren Buffett is probably the most famous investor of his generation, and
By JEFF SOMMER for good reason: His track record over the long term is a thing of beauty.

citr | aadva

He has beaten the market by a wide margin over 49 years, a record so
impressive that it’s used in finance classes as a textbook example of “alpha.”

Alpha is an elusive quality. Very simply put, it is the ability to beat an index
fund without adding risk to a portfolio. Investment managers are always

W save seeking it. If it exists, Warren Buffett surely has had it.
¥ MoRE A new statistical analysis of Mr. Buffett’s long-term record at Berkshire
e Hathaway has just been done, and it’s come up with some fascinating

2 insights about his abilities, past and present, and about the chances that the

rest of us have for beating the market. Using a series of statistical measures,
the study suggests that Mr. Buffett has indeed been blessed with an
impressively big dose of alpha over a very long career.

nytnow
This storyis But it also reveals something that isn’t impressive at all: For four of the last

included with an five years, Mr. Buffett has been doing worse than the typical, no-frills

?,ﬁsc",?;"ﬁm,_ Standard & Poor’s 500-stock index fund — so much worse that it’s unlikely

Leam More » to be a matter of a string of bad luck. Mr. Buffett has begun to behave like an v
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investor with no alpha at all.

Both sobering facts — Mr. Buffett’s long-term outperformance and his
recent stretch of mediocrity — appear in high relief in the analysis
conducted by Salil Mehta, an independent statistician with deep experience
in Washington and on Wall Street. Part of the study appears on his blog,
Statistical Ideas, and he shared the rest of it with me, in an elaborate
spreadsheet filled with more than 30 pages of data and formulas.

Mr. Mehta, who served as director of analytics in the Treasury Department
for the $700 billion Troubled Asset Relief Program, and as director of
policy, research and analysis for the Pension Benefit Guaranty Corporation,
says Mr. Buffett’s record provides some humbling lessons about investment
strategies.

“It shows how amazingly difficult it is to keep beating the market, even for a
master like Warren Buffett,” Mr. Mehta said in an interview. “And it
suggests that just about everybody else should just use index funds and not
even think about trying to beat the market.”

Mr. Buffett draws the same conclusion about index funds in his recent
annual letter to shareholders of Berkshire Hathaway, of which he is
chairman. At 83, he writes that he has given the following explicit
instructions for the money that he is bequeathing in a trust for his wife: “Put
10 percent of the cash in short-term government bonds and 9o percent in a
very low-cost S.&P. 500 index fund. (I suggest Vanguard’s.) I believe the
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trust’s long-term results from this policy will be superior to those attained
by most investors — whether pension funds, institutions or individuals —
who employ high-fee managers.”

Mr. Buffett says he has amassed his long-term record by following the
precepts of Benjamin Graham, the value investor who was his mentor and
professor at Columbia University. Like Mr. Graham, Mr. Buffett says he tries
to make investments that will last a lifetime.

Among the forms of active management that Mr. Buffett warns about, he
includes high-frequency trading, which is the subject of the new book,
“Flash Boys: A Wall Street Revolt,” by Michael Lewis. (An excerpt appears in
The New York Times Magazine.) But he also says he’s prepared to exploit
some of the problems induced by “flash traders.”

A “flash crash” or another extreme drop in the market won't hurt someone
who is a “true investor if he has cash available when prices get far out of line
with values,” Mr. Buffett says in the letter. “A climate of fear is your friend
when investing; a euphoric world is your enemy.”

Such precepts, however, don’t really explain how Mr. Buffett outperformed
the market; if they did, anyone who had read his annual letters could have
done it. Mr. Mehta doesn’t explain how he did it, either. Instead, Mr. Mehta
points out how unusual Mr. Buffett really is. From a statistical standpoint,

he is an anomaly.
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Consider this, gleaned from Mr. Buffett’'s own data on the second page of the
Berkshire annual report: From the beginning of 1965 through the end of
2013, he outperformed his own chosen benchmark — the S.&P. 500-stock
index, including dividends — by 9.9 percentage points, annualized.

How rare is that? According to Mr. Mehta’s analysis, it puts Mr. Buffett in a
vanishingly small class, comprising far less than 1 percent of the population
of investors. This is the tiny group that is statistically likely to have been able
to beat the stock market through that elusive alpha — skill of some sort,
rather than just chance — over a period of 45 to 50 years.

The flip side of Mr. Mehta’s finding is also worth considering. A vast
majority of individuals, including most people now working in finance, do
not have alpha, Mr. Mehta says. It doesn’t matter whether they have studied
finance or have prodigious math skills; the statistics show that they are
unlikely to have the ability to beat the market.

That has a serious implication for individual investors, he says: True
investing skill is so rare that the rest of us shouldn’t even try to emulate
those who have it. In addition, he says, we probably shouldn’t bother trying
to hire the few outperformers to invest our money. Why? Because we aren’t
likely to be able to identify them. Their talents aren’t always on public
display, and there may be only a few thousand of them in the entire United
States.
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Mr. Buffett’s talents are widely known. But despite his celebrated past
performance, his returns since the beginning of 2009 have been
disappointing.

In four of the last five calendar years, he has underperformed his own
benchmark, the S.&P. 500 with dividends, often by significant margins. (In
2011, his return of 4.6 percent beat the benchmark by 2.6 percentage
points.) In addition, data provided by Morningstar shows that he
underperformed the average stock mutual fund investor in four of the five
years.)

By contrast, in the previous decades, he had underperformed the S.&P. only
six times. Mr. Mehta said his calculations showed that given such a long
period of outperformance, there is only a 3 percent chance that the recent
stretch of underperformance was a matter of bad luck.

‘What happened? We don't really know, and Mr. Buffett declined to
comment for this column. In a section of the annual report, Mr. Buffett
notes that because he judges investments based on what he considers to be
their intrinsic value, Berkshire may well underperform in periods when
stocks rise rapidly. He also says that as Berkshire has grown, he has
increasingly been buying entire operating companies, as opposed to
investing in shares of publicly traded companies, and, as a result, the long-
term strength of his investments may not be fully reflected in his annual
data.
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‘What happened? We don't really know, and Mr. Buffett declined to
comment for this column. In a section of the annual report, Mr. Buffett
notes that because he judges investments based on what he considers to be
their intrinsic value, Berkshire may well underperform in periods when
stocks rise rapidly. He also says that as Berkshire has grown, he has
increasingly been buying entire operating companies, as opposed to
investing in shares of publicly traded companies, and, as a result, the long-
term strength of his investments may not be fully reflected in his annual
data.

| Mr. Mehta won't hazard a guess, but he does compare Mr. Buffett to Michael
Jordan, the basketball star. “There were essentially two careers,” Mr. Mehta
said. “In the first, he was a superstar. And in the second, late in his career,
he just wasn’t one anymore.”

Will Mr. Buffett return to form and trounce the market again? He might or
he might not. But Mr. Mehta says that most people will be better off with a
draw: anyone can match the market with an index fund.
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Clayton Homes has used a pattern of deception to help extract billions
from poor customers around the country — particularly people of color, WARREN BUFFETT'S
who make up a substantial and growing portion of its business. The TOP 5 STOCKS
company is controlled by Warren Bufett, one of the worlds richest
men.

e up
of its portfolio...worth

By Mike Baker v Daniel Wagner 65 billion.
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GALLUP, N.M. — After a few years living with her sister, Rose Mary Zunie, 59,
was ready to move into a place of her own.

So, on an arid Saturday morning this past summer, the sisters piled into a
friend’s pickup truck and headed for a mobile-home sales lot here just
outside the impoverished Navajo reservation.

&  Emal

The women — one in a long, colorful tribal skirt, another wearing turquoise
a jewelry, a traditional talisman against evil — were steered to a salesman who
NIDEO” ONLY, spoke Navajo, just like the voice on the store’s radio ads. NIDEO” ONLY,

Dot Sary- Shop ideo O 0 5w sary.sop ideo o

u‘(,liﬁély(,TsH‘lﬂ S The SreattieTimes. He walked them through Clayton-built homes on the lot, then into the sales H‘GIEEE";J( "gll‘l‘% "
center, passing a banner and posters promoting one subprime lender: CEE

~STARTING Vanderbilt Mortgage, a Clayton subsidiary. Inside, he handed them a
ASLOWAS $1 Vanderbilt sales pamphlet.

Subscribe “Vanderbilt is the only one that finances on the reservation,” he told the

27 ‘women.

His claim, which the women caught on tape, was a lie. And it was illegal.

https://adclick.g.doubleclick.net/aclk%253Fsa%253DL%2526ai%253DBacSEZe63VaDjKeOqIALZIYIQBK_qooAIAAAAEAEG7qHIDGAWPeBhLSA.
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Clayton Homes'sales lot in Gallup, N.M.
(Donovan Quintero)

kets the dream of homeownership to Navajo people, many of whom live in poverty.

Itis just one in a pattern of deceptions that Clayton has used to help extract
= billions from poor customers around the country — particularly people of
[NIDEO,ONLY, color, who make up a substantial and growing portion of its business.

HIEEEU:I(';HA% The company is controlled by Warren Buffett, one of the world’s richest men,

but its methods hardly match Buffett’s honest, folksy image: Clayton
systematically pursues unwitting minority homebuyers and baits them into
costly subprime loans, many of which are doomed to fail, an investigation by
The Seattle Times and BuzzFeed News has found.

Clayton’s predatory practices have damaged minority communities — from
rural black enclaves in the Louisiana Delta, across Spanish-speaking swaths
of Texas, to Native American reservations in the Southwest. Many customers
end up losing their homes, thousands of dollars in down payments, or even
land they’d owned outright.
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dominate virtually every aspect of America’s mobile-home
industry. It builds nearly half the new manufactured homes
sold in this country every year, making it the most prolific
U.S. homebuilder of any type. It sells them through a
network of more than 1,600 dealerships. And it finances
more mobile-home loans than any other lender by a factor
of more than seven.
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In minority communities, Clayton’s grip on the lending
market verges on monopolistic: Last year, according to federal data, Clayton
made 72 percent of the loans to black people who financed mobile homes.

The company’s in-house lender, Vanderbilt Mortgage, charges minority
borrowers substantially higher rates, on average, than their white
counterparts. In fact, federal data shows that Vanderbilt typically charges
black people who make over $75,000 a year slightly more than white people
who make only $35,000.

A
Clayton brands now dominate minority lending
Clayton Homes’ market share among minorities who take out mobile-home loans has
oJIDEO, ONLY grown dramaicaly over th pastdecade. Last year, amon the thowsands o lenders NIDEO/ONLY,
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Under federal rules, a lender making a “higher-priced” loan must disclose data about its interest rate. Among the 25 companies that
originated at least 500 such mobile-home loans over the past five years, Clayton Homes’ Vanderbilt Mortgage gave the highest rates to
‘minority borrowers as compared to whites.
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Lending rates are higher for minorities at all income levels

Even when accounting for income, Clayton’s in-house lending division, Vanderbilt
Mortgage, offers loans to minorities that are costlier. The difference can amount to
thousands of dollars.
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Even when accounting for income, Clayton’s in-house lending division, Vanderbilt
Mortgage, offers loans to minorities that are costlier. The difference can amount to
thousands of dollars.
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Through a spokeswoman earlier this month, Buffett declined to discuss racial
issues at Clayton Homes, and a reporter who attempted to contact him at his
home was turned away by security.

Clayton and Berkshire Hathaway did not respond to numerous requests for
interviews with executives, delivered by phone and email, as well as in

person at Berkshire Hathaway’s headquarters in Omaha. The companies did
y of 34 detailed questions about Clayton and its practices. Nor
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Clayton Homes,
the largest ULS.
builder of mobile
homes, sells them
through a network
of more than 1,600
dealerships. It also
finances more
mobile-home loans
than any other
lender by a factor
of more than
seven.

Clayton and Berkshire Hathaway did not respond to numerous requests for
interviews with executives, delivered by phone and email, as well as in
person at Berkshire Hathaway’s headquarters in Omaha. The companies did
not answer any of 34 detailed questions about Clayton and its practices. Nor
did they respond to an extensive summary of this article’s findings, provided
along with an invitation to comment. On its website, Clayton says that it
seeks to “treat people right” and “preserve our integrity above all else.”

(After publication of this article, Clayton issued a news release, accusing the
reporters of “activism masquerading as journalism” and stating: “We
categorically and adamantly deny discriminating against customers or team
members based on race or ethnicity.” For two specific categories of loans, the
company said, minorities pay the same or slightly lower interest rates than
whites.)

Clayton has expanded its minority customer base — 31 percent of its loans
went to minorities last year, up from 22 percent in 2008 — with the help of
meticulous demographic analysis and targeted sales promotions. Spanish-
language ads in Texas promise Latino immigrants without Social Security
numbers that they, too, can enjoy the American dream of homeownership.

As it drew in more Latino customers, however, Clayton’s Most Read Stories
practice was not to provide Spanish-speaking customers
with translated loan documents or interpreters at closing
— even after employees at headquarters complained that

Mom’s drug deal
brought sons to
Seattle’s Jungle, police

too many customers were being misled about loan terms. say
Fair housing laws prohibit lenders from targeting and Seattle’s Super Bowl:
overcharging people of color, whose communities Not football, but pho

historically were denied access to credit.
22-year-old man shot,
Clayton’s practices are part of a corporate culture that seriously injured on

has condoned racism, including black employees fired Metro bus
while white workers used discriminatory slurs and kept
their jobs, and phone collectors casually insulting
borrowers with racist stereotypes.
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the las
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information average Joe investors only read about weeks later in the
financial papers. T assume that having “insider” access is part of the
culture at Berkshire, just as it is at big money hedge funds.

For example at the depths of the financial crisis, it was Buffett that got the
call from Goldman Sachs offering him a sweet deal on 10% yielding $5
billion in preferred stock. Buffett also got a load of stock warrants.

Who get's to buy $5 billion in Goldman Sach’s preferreds with a junk
bond yield? No one but Berkshire Hathaway. Warren got a similarly
sweet deal from General Electric at the depths of the financial crisis.

Atthe time of the Goldman purchase, in the Fall of 2008, Warren was
being asked to lend a big vote of confidence to the American financial
system by making a big investment in the world’s best known investment
bank. Buffett’s profit on the whole Goldman rescue, including preferred
dividends and stock warrant profits, will be north of $3.7 billion. Nota
bad ROI for a $5 billion cash outlay. It's the kind of profits you would
expect “insiders” to make, not average Joe investors.
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So as Raj Rajaratnam’s trial plays out in the media, investors should keep
in mind that in the clubby moneyed world of giant hedge funds
(Berkshire is the probably biggest and most successful quasi-hedge fund
ever), insider trading is pretty much commonplace. The smart money
guys get information earlier than the rest of us, they act on it and make
huge profits.
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For an earlier story in this series that detailed Clayton’s
widespread abuse of borrowers, a Clayton spokeswoman
said in a statement that the company helps customers
find homes within their budgets and has a “purpose of
opening doors to a better life, one home at a time.”
Buffett later defended the company, telling Berkshire
Hathaway shareholders he “makes no apologies
whatsoever about Clayton’s lending terms.”

For this story, The Seattle Times and BuzzFeed News
analyzed hundreds of internal company documents,
thousands of legal and regulatory filings, more than 40
hours of internal company audio recordings and federal
data on hundreds of thousands of mobile-home loans
over a decade. Reporters conducted interviews with more
than 280 customers, employees and experts, including
some Clayton insiders who said they were appalled by
the company’s practices.

Meanwhile, in the first nine months of this year, Clayton
generated more than half a billion dollars in profit, up 28
percent from the same period last year.

“It's a perpetual system of people who are never able to
get themselves out of the hole,” said Gwen Schablik, who
worked as a collector and handled borrowers’

DO TIOPE TCWIIT De
the last’

® Seahawks' Marshawn

Lynch opening up
"Beast Mode' store in
Oakland

Digital Access. $1 for 4 weeks.

Defining “predatory” lending

Federal regulators define a predatory
loan as one that imposes unfair and
abusive loan terms on a borrower.

 Making unaffordable loans based on
the assets of the borrower rather than
on the borrower’s ability to repay an
obligation.

Charging excessive interest rates that
‘may involve steering a borrower to a
higher-cost loan.

* Engaging in deception to conceal the
true nature of the loan obligation from
an unsuspecting or unsophisticated
borrower.

bankruptcies at Clayton’s Maryville, Tenn., headquarters from 2011 until she

quitin 2014.

“I felt, ethically, I couldn’t continue working there,” she said.

A culture of racism

David Ashley’s problems at Clayton began soon after he
became one of the few black employees to serve in
management.

One of Ashley’s subordinates called him a “coon,” and he
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One of Ashley’s subordinates called him a “coon,” and he
fired her, he said. To his dismay, a regional manager
overruled the decision and warned Ashley not to be so
hasty, he said.

Ashley said his bosses grew eager to push him out of his
role managing a Clayton lot in Arkansas, even suggesting
he had taken some furniture that various employees

brought in and out of the lot for staging homes — an accusation that another

Get into a new

home now RAN
with no down  #HomeLoans
payment,

www.ranlife.com

black manager in the region reported facing around the same time. Both

denied taking any furniture.

When they offered Ashley a transfer to a sales lot far from
he declined and eventually left his job in December 2012.

“I'm almost a 6o-year-old man,” he said earlier this year.
“Its the first time — living in Arkansas my whole life —
and it was truly the first time that I had experienced true
racism.”

In at least six states, Clayton managers have permitted
open racial hostility toward people of color, according to
interviews and legal filings by more than 15 former
workers with direct knowledge of the incidents. In at
least seven cases documented in coutt records, sales reps
— both black and white — were fired after complaining
about racism on the job. Four cases were dropped or
dismissed, and Clayton settled three.

After one of those firings in South Carolina in 2010, the
company hired another black salesman. But that man,
Larry Summers, testified in court records that Clayton’s
workers, despite his many requests, did not train him. He
also said that he witnessed a co-worker make racist
comments and that black customers were treated with
contempt.

“When I was there, I saw they treated black customers

his home, he said,

The Mobile-Home Trap

Billionaire philanthropist Warren Buffett
controls a mobile-home empire that
promises low-income borrowers
affordable houses. But all too often, it
traps those owners in high-interest loans
and rapidly depreciating homes.
* How a Warren Buffett empire preys on the
poor (April 2, 2015)

‘mobile-home investigation (April 6, 2015)

 U.S. House OKs cutting safeguards for
‘mobile-home buyers (April 14, 2015)

at shareholder meeting (May 2, 2015)
Buffett concedes default rate on mobile-

home loans could be much higher (May 4,

2015)

* Citing Seattle Times investigation, NYT
editorial calls on Congress to protect
‘mobile-home buyers (May 20, 2015)
Minorities exploited by Warren Buffett's
‘mobile-home empire (Dec. 26, 2015)
Clayton Homes denies discriminating
‘against minorities (Jan. 11, 2016)

Alook at Berkshire Hathaway’s response to

Buffett sticks up for mobile-home business

Buffett's mobile-home business has most to
gain from deregulation plan (May 17, 2015)
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against minorities (Jan. 11, 2016)

“When I was there, I saw they treated black customers  Lawmakers call for federal investigation of

differently than what they did white customers, you Clayton Homes (Jan. 12, 2016)
know?” he said in a deposition. “With their white

customers, they’re more pleasant.” He said he soon quit

Clayton.

In Baton Rouge, La., Clayton managers engaged in
“malicious and reckless conduct” by allowing employees
to harass and fire the store’s only black salesman,
according to a lawsuit filed by the federal government

against the company in 2007. Kirk and Patricia Ackley spent thousands to
prepare their land, then were stuck with a
higher loan rate than promised. Their home
was taken by Berkshire Hathaway-owned
former employees, including the victim, Melvin McNeal, Clayton Homes in 2012. (Katie G. Cotterill and

said in interviews. McNeal said he complained about Lauren Frohne / The Seattle Times) MORE
being called “Sambo” and “Buckwheat,” but managers

defended his colleagues, saying they were “having fun” with him. Two of

McNeal’s white co-workers backed up his complaints to managers, according

to legal filings. They, too, reported being fired.

A regional manager knew about the harassment, four

“Ican’t help myself, I hate n—-s,” McNeal’s main harasser told a contractor
on the sales lot, according to a separate lawsuit filed by the two white co-
workers. One remembered the harasser calling the sales lot “n—-ville” when
black customers arrived to tour homes.

The suit by the two white employees was dismissed for procedural reasons.
Clayton settled the federal lawsuit, brought by the Equal Employment
Opportunity Commission, in part by agreeing to end racial harassment. The
company did not admit or deny wrongdoing.

Steering customers

Laws designed to protect consumers prohibit mobile-home
sales reps from doing double duty as loan officers unless
they obtain a separate license. They can sell the mobile
home, but they may not guide buyers to a particular
financing option.

Direct Fit Replacement Dash Panels.
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‘NIDEO ONLY. Peter Shaw, who manages Clayton’s lot in Gallup, N.M.,
SPECIAL : . .
sl denied that his employees steer Navajo buyers to L
AVAILABLE Vanderbilt loans. He is “100 percent” sure it doesn’t AVAILABLE!
happen, he said, because the company trains its workers

that doing so would be “strictly against the law.”

Yet in three dozen interviews, Clayton’s minority customers said they were
led to believe that Vanderbilt was the only option to finance their homes.

One of the Navajo women at the Gallup lot recorded audio of their shopping
experience, including the exchange in which a sales agent told them
Vanderbilt was the only financing option on the reservation. Even after being
told of the recording and its contents, Shaw insisted that his employees
follow the law.

In fact, there is a range of options for financing mobile-home purchases on

) the reservation. Many lenders make loans under a federal program created in
The company’s in-

house lender, 1992 to improve Native Americans’ access to home financing. Known as the
Vanderbilt 184 Program, the subsidy guarantees that banks won’t lose money on the
s Mortgage, charges loans. This allows them to offer interest rates comparable to a prime home
‘minority borrowers
NIDEO_ ONLY, substantially mortgage. NIDEO ONLY,
B e otes an Rgatais
VIEW THIS - The Navajo Nation itself also offers loans to finance mobile homes. Louise VIEW THIS
WEEK'S AD). average, than their
white Johnson, the head of Navajo Nation’s credit-services division, said tribal
counterparts. In leaders developed the program after seeing widespread repossessions of
fact federal data mobile homes on the reservation. Her division offers mobile-home loans with
shows Vanderbilt
pically charges an interest rate often under 6.5 percent — half the rate paid by many Clayton
black people who borrowers. Yet few Navajo buyers end up borrowing from the tribe.
‘make more than
75,000 0 yeor When he defended Clayton’s compliance with the law earlier this year,
slightly more than Buffett said the company’s lots use “lender boards” on their walls to show
e Zj;‘y”’e who buyers the array of finance options to choose from. But the lender board at

$35,000. the Gallup lot, just five miles from tribal territory, had no information about
Navajo credit services. It did list a lender that participates in the federal
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program. In an interview, however, Shaw dismissed the program as a poor
option for many borrowers.

The lender board also has a single large red button labeled, “PUSH ME.” By
law, Clayton sales agents aren’t allowed to pitch for Vanderbilt. But if they or
a customer presses the red button, a digital recording does it for them:

“Vanderbilt wants to finance your home. Fast approval. Friendly service. And
less than perfect credit accepted,” a voice says. “Choose Vanderbilt!”

For years, salesmen received a bigger cut of the sales
price if borrowers financed with Vanderbilt. That's no
longer the case, but management has imposed new
pressures.

FAS

NG IN
geanpin 8
pLICATION.

Clayton tracks each lot’s “capture rate,” or what
percentage of its buyers borrow from Vanderbilt, internal

SIMPLE AP"

records show. Managers receive reports that show how
their capture rate ranks against other lots’ and how their
rate has changed over time. Last year, dozens of lots had
capture rates exceeding 70 percent, the records show.

Earlier this year, a Clayton retail vice president emailed
fellow managers demanding that they explain why some
stores fell short of their goals.

“Iknow some of you are frustrated with your capture
rates, as well as [retail lots] not hitting their
commitments,” Mark Morgan wrote in the email, a copy of which was
obtained by The Times and BuzzFeed News. “They will never get to where we
need them to be if they don’t buy in. We must help get them there.”

Papers not translated
Clayton has been especially effective at capturing minority borrowers — and

not just Native Americans.

Vanderbilt and Clayton’s other lending division, 215t Mortgage, originated 53
percent of all mobile-home loans to Native Americans; 56 percent of loans to
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‘NIDEO ONLY. percent of all mobile-home loans to Native Americans; 56 percent of loans to
SPECIAL Latino and Hispanic borrowers; and 72 percent to blacks, according to 2014
FINANCING FINANCING
AVAILABLE! federal loan data from some 7,000 lenders. Among white borrowers who were AVAILABLE!

not also identified as Latino or Hispanic, Clayton’s market share was 31
percent.

Clayton was less reliant on lending to minorities in 2004, the first full year
after Buffett’s Berkshire Hathaway bought the company for $1.7 billion.

In Texas, Clayton has

blanketed parts of Around that time, then-marketing manager Robert Fox explained in a recent

the state with ads, interview, Clayton was beginning to harness emerging research tools to help

flers and promofions | qantify untapped markets.

in Spanish. One store

promised o spare After analyzing its Vanderbilt loan portfolio to understand the demographics
uyers the

. ofits customers, he recalled, Clayton then searched for areas where these
frustration of dealing

with market segments — people with similar characteristics — were clustered. For
“Spanglish™speaking|  one presentation in 2005, Fox mapped Houston-area ZIP codes where these
sales agents: 'Stop | tential customers lived. Four of the five market segments he highlighted
suffering, come to

Clayton Homesin were identified as ethnically mixed.

Se ), whe ll|
eounh wiere WE M «It was extremely cutting-edge for the manufactured-home industry,” Fox

attend to you 100%
in SPANISHIII" its said.
website said.
More recently, Clayton has drawn in minority borrowers with targeted
; marketing, such as sponsorship of a Lumbee Tribe ,
NIDEGTONLY, powwow in North Carolina. Louisiana dealerships have Presidenis EES GLIY
[z advertised single-parent loan programs in a state where **x D@y ** [l
e ) black families are more than twice as likely as white SALESEVENT j Ml by
families to be headed by a single parent. CER

And in Texas, Clayton has blanketed parts of the state with 4
ads, fliers and promotions in Spanish. One store promised ENDS MONDAY,
to spare buyers the frustration of dealing with “Spanglish” FEBRUAR

speaking sales agents: “Stop suffering, come to Clayton CompaFordcom
Homes in Seguin, where we will attend to you 100% in
SPANISH!!!!” its website said.

Another lot’s Spanish-language ad addressed immigrants who have
government tax ID numbers but no Social Security number: “No credit, no
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But when the time came to sign a legally binding loan, the company’s
Spanish language skills disappeared. Its practice was to provide loan
documents, full of dense legal jargon, in English, and not to provide
interpreters, according to 12 Spanish-speaking borrowers who purchased
homes in Texas over the past few years.

That’s how Rocio Orozco, a single mother living in rural
Willis, Texas, who speaks only enough English to carry on
a simple conversation, said she ended up paying nearly
double the interest rate she was promised — and losing
$500 of her down payment to her local Clayton-owned
dealer before she'd even signed the contract.

After driving past Clayton’s dealerships on her way to work
each day, Orozco, a manager at Subway sandwich shops,

stopped at a Clayton-owned lot in early 2012 to “window

shop,” she said in an interview conducted through a

translator. She said she told the sales reps that she didn’t have good enough
credit for a loan. Still, she recalled, the rep went to lunch with her, talked to
her about their families and told her not to give up hope.

NIDEO-ONLY, Before Vanderbilt would process her application, Orozco recalled, she was NIDEO-ONLY;

[ et asked for a $500 deposit, delivered on a blank money order. The loan for a [ i THis
WEEK'S AD ) double-wide came through, but the $500 disappeared. Documents indicate it WEEK'S AD )
=

was not credited against the cost of her home. In fact, the loan balance was
inflated by $5,866 in fees and Clayton-brokered insurance, nearly as much as
her down payment. She hadn’t noticed the additional charges until a reporter
pointed them out.

She expressed further dismay when the reporter noted that she is paying a
14.2 annual percentage rate on the 20-year loan. The saleswoman had told

her she was approved at 8 percent, Orozco said. At the loan closing, the title

agent referred by Clayton rushed her through the process, showing her only

the blanks on pages requiring her signature, Orozco said. v
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€61 thought I could understand it myself, and trust them,
because they were so nice. But that all changed the
second I signed that paper.” - Rocio Orozco

“I'said I couldn’t understand them, but they told me it was all simple, just
stuff the bank required,” Orozco said. On the way out the door, she said, she
was handed a stack of documents that she had never had a chance to review.

Among them was a loan application, prepared by Clayton, stating that she
made $4,770 a month — far more, she said, than her actual take-home salary.

Joan Notman, Orozco's saleswoman, said she couldn’t imagine a case where
retail workers would ask for a money order to be left blank. Norman, who no
longer works for Clayton, could not explain why the $500 deposit was
reflected on some documents but never applied against the cost of Orozco’s
home.

Now facing monthly payments of about $1,000 that overwhelm her budget,
Orozco said she is almost certain to lose the home.

“Im so stupid,” she said. “I thought I could understand it myself, and trust
them, because they were so nice. But that all changed the second I signed
that paper.”

el a ’
] W C\My Webs\wpfs-.. | 0% X3 | wd Shenanigans even a.. | & Sent - Mozilla Thund...

NIDEO”ONLY’

SPECIAL
FINANCING
AVAILABLE!

-

NIDEO ONLY,
VIEW THIS
WEEK'S AD





image55.png
)| @ nitp:/fwwwseattletimes.com/seattle-news/times-watchdog/minorities-exploited-by-warren-buffetts-mobile-home-empire-clayton-home v C ‘eMmomes exploited by War. ‘ ‘

File Edit View Favorites Tools Help

Rocio Orozco, right, a single mother in Wills, Texas, said she was rushed through her loan closing and ended up with an inferest

NIDEO (ONLY. rate of 14.2 percent, far higher than the 8 percent she'd been promised. (Scott Dalton for BuzzFeed News)
spECIAL
FINANCING FINANCING
AVAILABLE! Gwen Schablik said stories like that make her blood boil. Schablik was one of AVAILABLE!

a handful of Spanish speakers working in collections at Clayton back in 2012.
Every week, she said, she took calls from people whose weak command of
English led them to sign loan documents they couldn’t understand.

Schablik and another former employee said several Vanderbilt staffers had
raised the issue with their superiors. Managers eventually told Schablik that
there was no need to translate the documents, she said.

She continued to raise concerns, writing in an email to Clayton’s director of
marketing that when she spoke to new borrowers “there were many things
they were not made aware about during the sale.”

Managers and executives, she said, dismissed her concerns; she recalled one
replying, “It doesn’t really matter as long as we get the money.”

More than a dozen Spanish-speaking borrowers in Texas said they initially
dealt with friendly, Spanish-speaking retail staff, only to be rushed through
loan closings that the borrowers didn’t understand, conducted entirely in
English. Many said they were surprised to find that the loan terms were much
more costly than theyd been told.

Vanderbilt piles on
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Blacks, Latinos and Native Americans tend to have lower
Americans. As a result, the loans they receive — for houses,
cars or virtually anything else — often have higher interest ~ [RelR Ris el (o
rates. So Vanderbilt is not alone in charging minority
customers more, on average, to finance their mobile
homes. What sets the company apart is just how much

home now
with no down
payment.

Home Loans

more.
www.ranlife.com

The gap between Vanderbilt's disclosed interest rates for
whites and those for minorities — more than 0.7 percentage
points on the annual rate — is the largest among big mobile-home lenders. v
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NIDEO” ONLY, points on the annual rate — is the largest among big mobile-home lenders.
SPECIAL That difference can amount to thousands of dollars over the life of an average
FINANCING FINANCING
AVAILRBLE! loan. The disparity persists even after adjusting for income: Minority I RIRGYE]

borrowers earning between $75,000 and $100,000 on average pay interest
rates slightly higher than those paid by Vanderbilt's white borrowers making
only $25,000 to $50,000, according to a Seattle Times-BuzzFeed News
analysis of recent federal loan data.

Some Clayton sales people try to foist Vanderbilt's costlier loans on
customers — in particular poor, minority borrowers — who may have less
familiarity with financial documents or who may be less likely to question
large tacked-on fees, said three former Clayton workers, including Morris
“Cubby” Stone, one of the white Baton Rouge employees who reported being
fired after defending a colleague who faced racial abuse.

For decades, until federal fair-housing laws were introduced in the 1960s,

In at least six banks routinely engaged in “redlining” — literally drawing red lines on maps

states, Clayton around minority communities where they would refuse to make loans or
managers have open branches.
permitted open
racial hostility Clayton appears to have engaged in reverse redlining, seeking out minorities
mlwd Pew;’e of and charging them higher rates, according to a review of company
. «
coen accordng to documents, interviews, and an analysis of federal loan data. “Absolutely
interviews and
- legal ilngs by classic reverse redlining,” attorney John Relman called it.
NIDEO_ ONLY, more than 15 NIDEO ONLY,
oo s i former workers The practice may violate the federal Fair Housing Act or the Equal Credit o e sy om0
e ) with direct Opportunity Act, said Relman, who represented the city of Baltimore in a suit ML),
k"":’*-‘jge ofthe against Wells Fargo for reverse redlining. (The bank, which did not admit =

wrongdoing, settled, agreeing to spend millions of dollars on housing
initiatives.)

(In its news release after this article’s publication, Clayton said that “we do
not ‘target’ minority markets or engage in ‘reverse-redlining.”)

In Louisiana, where Clayton controls 80 percent of the market for moble-
home loans to black people, the company sold Helen Shorts, a disabled
grandmother, a loan she had virtually no chance of repaying.
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Shorts, who is black, said she lost her previous home to a Tradjenta’ s EoRMATON
fire in 2013, leaving her and her family with almost nothing | stz s

but the clothes they were wearing. Barely able to afford START YOUR CONVERSATION WITH A
food, she said, they relied on handouts from churches and

slept on friends’ floors.
MPORTANT SAFETY INFORMATION AND NDICATION

When her insurance check finally arrived early last year, | i

Shorts recalled, she and her husband, Leroy, were T4 CONS 51 31AUG201S

For more safety information, please see Medication

desperate to turn it into permanent housing for the three Guide and 1ull Prescribing information,
grandchildren they look after. She and a girlfriend drove TR

‘more than 50 miles to a Clayton sales lot in Gonzales, La.,
that, she said, had advertised homes for as little as $7,000.

Shorts went into the store looking for payments of $300 to $400 a month, she
said, something she could afford on her $749 in monthly disability benefits.

The saleswoman, she recalled, later told her that she was lucky to qualify for
aloan on a bigger, used mobile home priced at $55,000. Clayton financed it
for her with a Vanderbilt loan at a 15.77 annual percentage rate, after a down
payment of $7,000.

When she and Leroy returned for the closing, they said that, like many other
buyers, they were rushed through it. Agents quickly turned over page after
page, saying, “You need to sign right here, sign here, sign here,” recalled
Leroy, who said he has been unable to work since he went blind in his right
eye.

The monthly payments were $851 — about $100 more than the amount she
received from her fixed disability payments. Shorts, who said she didn’t
realize how much she would have to pay every month, made just two
payments, then defaulted in June 2014. Clayton filed to seize the home that
October.

Even when loans go bad quickly, the sale can be profitable for Berkshire
Hathaway. Clayton often marks up new homes about 70 percent over invoice,
company documents show. After a 20 percent down payment and thousands
of dollars in fees added into the loan, Clayton can recoup more than half the
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When borrowers stop paying, the company can repossess and resell the
home, again with another markup.
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Threats, mockery

Arriving at Clayton’s Maryville, Tenn., headquarters each morning,
collections workers and their colleagues shuffle past a poster of Warren
Buffett pointing to his “rule of thumb.”

“Iwant employees to ask themselves whether they are willing to have any
contemplated act appear the next day on the front page of their local paper — v
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“I'd pass by that and I was just, like, ‘Are you kidding me?" " said Schablik,

Tho company’= the Spanish-speaking employee who, until last year, worked as a Clayton

practice wasto collector and handled borrowers’ bankruptcies.
provide loan
documents, fullof At first, Vanderbilt collection agents — often young, white college students or
dense legal argon, recent grads — are trained to do things by the book, Schablik and four
in English, and not current and former collectors said. But when these new agents begin working
to provide ) « »

the phones, they said, managers pressure them to be “mean” or
interpreters,
according to 12 “condescending,” for example telling customers behind in their payments to
Spanish-speaking cut back on groceries or forgo medical care.
borrowers who
purchased homes Much of collectors’ take-home pay comes from bonuses tied to how many

in Texas over the

delinquent accounts they bring up to date. As a result, Schablik and several
past few years.

of her former colleagues said, many collectors resorted to tactics of
questionable legality: making groundless threats, calling relatives or
employers to apply pressure, or berating borrowers until they either cried or
figured out how to get some money. Collectors typically were less abusive to
white borrowers, they said.

Even when managers were within earshot, white agents openly ridiculed

NIDEO ONLY. black borrowers, mimicking stereotypical black vernacular on the phone, NIDEO ONLY,
[Pt then referring to them as “n—-s" after hanging up, Schablik and other et smpvionr
VIEW THIS . N VIEW THIS

NECK'S DD current and former Clayton employees said. Two collectors recalled English- EEKIS R0 )

speaking co-workers talking to Latino borrowers, repeatedly saying, “No CER
dinero, no casa.” One collector said she overheard a colleague ask a black
borrower if she'd spent all of her money on a hair weave.

On the Navajo reservation, a customer named Sheila Begay said Vanderbilt
collection agents told her that Navajo people are “too stupid” to understand

loan terms. Her stepfather, Daniel Teller, said they told him Navajos were so

poor that they never have money in their pockets. A neighbor, Wallace

Archer, recalled a collector asking whether his family had spent all of its

money on alcohol. v
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‘]IDEO’ONLY Mortgage, said in a brief interview that his collectors are trained to treat
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WEEK'S AD were “very, very unlikely” to be true.

customers with respect. He said accusations that they demeaned borrowers

“Believe it or not, not all customers are honest,” he said.

At the tail end of the Mississippi Delta, southeast of New Orleans, Jennifer
Encalade said she was receiving calls from Clayton’s collection agents
multiple times a day this summer. One afternoon, while a reporter was
visiting, an agent named Jeremy called and began asking questions about her
personal life, her financial status and her family. She put the call on
speakerphone.

Dissatisfied with her offer to send money after her next payday, Jeremy began
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Dissatisfied with her offer to send money after her next payday, Jeremy began
to bat around ideas: Is there anyone she could borrow the money from? Was
there anything she could pawn or sell? Why didn’t she try something?

As her 5-year-old son played quietly on the carpet, Jennifer asked:

“What would you suggest?”

“Uh, donate plasma?” Jeremy replied. “Or donate blood?”

Family legacy taken

In minority communities across the American South where Clayton has
established dominance, the company seizes homes and land and resells them
in a churn that strips individuals of their assets and communities from

holding and building wealth.

On the Navajo reservation, geographically larger than the state of West
Virginia, there are fewer than 50,000 occupied housing units of any kind.
Clayton has sought to seize homes at least 691 times on the reservation in the
past decade, according to a review of records from eight of the Navajo

Nation’s 11 court districts.

In the rural farming town of Opelousas, La., Kevin
Thibodeaux is trying to keep Vanderbilt from taking a
piece of land on Lazard Lane that has been in his family
for at least four generations. Along the lane are the
homes of his mother, aunts and uncles.

“When you turn down that road, it’s all family back
here,” Thibodeaux said. “It goes deep, man.”

Like many black families in the area, the Thibodeauxs
see owning land as a tangible expression of family roots
stretching back to Reconstruction and an economic
toehold gained despite the legacy of slavery and the

Notes on methodology

ker and Daniel W

Data

For this story, we examined hundreds of
thousands of loans disclosed under the
‘Home Mortgage Disclosure Act (HMDAY).
These disclosures, filed by thousands of
lenders each year, include a variety of
details on each loan, including loan
amount, geographic details, the
borrower's race, and for “higher-priced”
loans (meaning those with interest rates
at least 1.5 percentage points above the
‘prime rate at the time the loan was taken
out), the spread between the borrower's
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toehold gained despite the legacy of slavery and the
hardships of Jim Crow. In this community beset by
poverty, land is many families’ most meaningful asset.

In 2009, Thibodeaux was working at Wal-Mart and his
wife at a pharmacy as they raised three children. He
figured their weak credit would make it impossible to buy
ahome. When he visited a Clayton-owned retail lot,
however, the sales reps told him they could get him a
loan — if he put up a piece of land.

Thibodeaux had a parcel he'd bought from his aunt
informally, years earlier. Employees at the Clayton-
owned lot helped with the paperwork needed to make
him the land’s official owner, he said, and he signed it
over as collateral.

Thibodeaux said he was excited about a Clayton home
model called “YES,” priced at $39,000. A Clayton
saleswoman, he recalled, said she was trying to get him a
government-insured loan. Nearly three months later, he
said, she called and told him that Vanderbilt would be
his lender. She did not mention that the same company
that owned the retail lot also owned the lender, he said.
His annual percentage rate ended up at 11.26.

In the months he waited for the loan to come through, the
home’s price went up — to a little over $45,000, plus
more than $7,000 in fees and insurance brokered by
Clayton.

Within a couple of years, his wife had left him, leaving
him with the kids, and he lost his job.

In light of his two years of steady payments, he asked
Vanderbilt to adjust his monthly obligation until he got
back on his feet. But, he said, “They gave me nothing. I
tried everything talking to these people.”

‘prime rate at the time the loan was taken
out), the spread between the borrower's
interest rate and the prime rate.

Not all lenders are required to file under
HMDA. In 2015, for example, banks with
less than $44 million in assets were not
obligated to do so.

Raw data is available from the Federal
Financial Institutions Examination
Council and the Consumer Financial
Protection Bureau. Data for earlier years
are available from the National Archives.

Loan analysis

BuzzFeed News and The Seattle Times
filtered the data in order to examine a
typical loan for 2 mobile-home purchase.
We examined loans that met all the
following criteria:

* Loan action: Originated loans

* Property type: Manufactured housing.
* Loan purpose: Home purchase

* Lien status: Secured by a first lien

* Owner occupancy: Owner-occupied as
a principal dwelling

For the purposes of classifying
borrowers' race and ethnicity, the
analysis used the first-listed race and
ethnicity for each application. (Some
applications list multiple applicants,
e.g., both spouses.) The analysis
considered a “minority” borrower tobea
borrower who either (a) identified as any
race other than white, or (b) identified
their ethnicity as Hispanic or Latino. The
analysis considered “white” borrowers to
be those identified as white but whose
ethnicities were not listed as Hispanic or
Latino.

For loans classified as higher-priced, the
'HMDA data also include details about
interest rates. Many mobile-home loans
‘meet that threshold, so we examined
their interest rates to compare costs for
‘minorities and whites.
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Vanderbilt moved to seize Thibodeaux’s home in January
2014. He filed for bankruptcy protection and has been
paying down his debts. With his new job as a school
janitor, Thibodeaux hopes he can hold onto the house
and land, but there are no guarantees.

Today, Thibodeaux shares the home with his girlfriend,
Linda Lazard, and their children. Lazard, whose sister
previously lost family land to Vanderbilt, can rattle off
the names of nearby friends and relatives whose lives
have been disrupted by the company’s aggressive
lending and frequent repossessions.

“Boy, for Thanksgiving and holidays, we'll hear
something about Vanderbilt or somebody walking up and
saying, ‘Oh, 1 got my house, and Vanderbilt financed me,’
» Lazard said. “Everybody look like, ‘Lord Jesus, do you
know what you just got yourself into?”

With dusk falling over Lazard Lane’s majestic trees one
recent evening, Thibodeaux’s extended family gathered
on his wide, patchy lawn for a cookout featuring fried
turkey wings. As high school-aged daughters practiced
their cheer-squad drills, Thibodeaux talked about his
troubles with Clayton Homes and Vanderbilt Mortgage.

To compare Vanderbilt Mortgage’s loans
with those of peer lenders, reporters
looked at the last five available years of
data (2010-2014) from companies with at
least 500 “higher-priced” loans during
that period.

Note: The HMDA data included 26
‘mobile-home loans from 2010 with an
interest-rate spread of 99 or 99.99. They
all came from one company, American
Financial Resources. An executive at
AFR said those numbers were erroneous,
50 they were removed from the analysis.

Non-loan data

Details about Clayton's finances,
including its total collections from
borrowers, were drawn from quarterly
and annual reports filed by Berkshire
Hathaway to the Securities and
Exchange Commission.

To calculate the rates of single-parent
families in Louisiana, the analysis used
data from the Census Bureau’s 2014
American Community Survey, tables
Bi7010H and B17010B, and accounted
only for families “with related children
under 18 years.”

“They sold me a dream,” he said, pacing back and forth. “Everything

changed after I bought the home.”

UPDATE: This story has been updated to reflect a response from Clayton

Homes issued after this article was published.

‘Mike Baker: 206-464-2729 or mbaker@seattletimes.com. Daniel Wagner is an
investigative reporter for BuzzFeed News. Guillermo X. Garcia and Lanie Lee

x3 | w3 Shenanigans_even a.. | &' Sent - Moxzilla Thund.

FINANCING
AVAILRBLE!

NIDEO ONLY,

o 5w sy srop visso o

VIEW THIS
WEE|





image64.png
N
:/(\) @ hitpy/fwwwvaluewalk.com/2016/02/warren-buffett-lost-ground-in-million-dollar-hedge-fund-bet-in-2015/ ~ ¢

Warren Buffett Lost Ground In Million-Dollar Hedge Fund Bet A
In 2015

Guest Post Value Investing

File Edit View Favorites Tools Help

[ f | v ]| 3

Warren Buffett Lost Ground In Million-Dollar Hedge Fund Bet In 2015 by Carol J. Loomis, Fortune
In 2015, the Berkshire CEO’s commanding lead in a 10-year market wager was cut oh-so-slightly

Results are in for 2015, the eighth year of the 10-year Million-Dollar Bet, and for once—but don't get too excited—there’s something mildly positive to say about the
hedge fund side.

Recall the bet first: It's between Berkshire Hathaway CEO Warren Buffett and a money management firm, Protege Partners. Buffett is betting (with his own money,
not Berkshire’s) that the stock market performance of a big index fund can beat the performance—averaged—of five funds of hedge funds carefully chosen by
Protege.

/And that positive news about the hedge fund side? The five funds of funds won in 2015, beating the index fund for only the second year out of eight.
Even so, the winning margin was slight. The five funds, on the average, gained 1.7% during 2015 vs. the 1.36% return rung up by Buffett's index fund.

/And then there’s what really counts: This bet is only two Decembers from being over, and Buffett has a commanding lead. For the first eight years of the bet, the
index fund he’s backing is up 65.67% against 21.87%, on the average, for the five funds of funds

That makes Buffett appear unbeatable. And yet...

See full article on Warren Buffett Lost Ground In Million-Dollar Hedge Fund Bet In 2015 here.
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After Berkshire reported its stake in Wells Fargo
had grown beyond 10%.

The Federal Reserve is reportedly looking into whether

Warren Buffett’s Berkshire Hathaway( BRK.A + -0.06% )
violated rules regarding how much a bank can extend in
credit to insiders.

Specifically, the Fed is interested in Berkshire’s more than
10% stake in Wells Fargo( WFC ~ -0.73% ) and the latter’s
loans to many of Berkshire’s other subsidiaries, two people
familiar with the matter told Bloomberg. One particularly
troubling relationship has been the one between Wells
Fargo and American Express. Buffett owns a 16% stake in
Amex, which does extensive business with Wells Fargo.

The reported investigation comes after Buffett notified the
Fed in June that Berkshire’s stake in Wells Fargo had
grown beyond 10% as a result of the company’s stock
buybacks. Berkshire also asked to keep its stake in the
company and buy more shares. That likely raised the red
flag for the government entity. U.S. regulators have long
been wary of ties between banks and non-financial
companies, and owning over 10% of a financial institution
triggers certain rules that limit how much a bank can loan
out to a major shareholder.
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If you thought David Sokal, Warren Buffett's former tap
canidate to succeed him as CEO of Berkshire Hathaway
(BRI A), was wrangly forced out, think again. On Wednesday,
Sokol resigned fram Berkshire under a cloud of possible insider
tracing charges. But these recent ethical lapses are hardly the
worst of Sokal's business transgressions

Almast exactly a year ago, an Omaha, Neb., court forced Sokal's

MidAmerican Energy to pay $32 million to a group of shareholders for cooking a project's books
The julge ruled that Sokal had "willully and intentionally* falsified profit calculations to eliminate a
group of minority shareholders - including the San Lorenzo Ruiz Builders & Developers Group
in a project n the Phiippines, according to the Orafa World-Herald

And backin 2003, Sokal settied a lawsuit alleging he cheated sharehalders when he sald his
campany to Buffett. Sakol joined the Berkshire family in 1998 when Buffett paid $2.1 hiion ta buy
his MidAmerican Holdings

How to Drive Out a Business Partner

The project in the Philippines was a hydroelectric power and irfigation system on the istand of

Luzon. In 1993, when it began, Sokol headed CalEnergy, now part of MidAmerican. CalEnergy
bt the: system, and it began operating in 2001, collecting water from two rivers and producing
roughly 150 megawatrs of electricity.

In 1998, San Lorenzo Ruiz sold its interest in the project to CalEnergy, bt with a right to
repurchase. Four years later, CalEnergy generated financial staterments that on their face wiped
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Berkshire Hathaway Gets
Slapped With an $18 Million
Lawsuit

Berkshire Hathaway (brk.a ) and its underwriting
company, Applied Underwriters, are in the hot seat after
New York City-based Breakaway Courier Systems accused
the finance giant of running a “reverse Ponzi scheme.”

Last Friday, the courier service filed a lawsuit with the N.Y.
State Supreme Court for $18 million, claiming it received
worker’s compensation coverage that was actually a
complex and risky investment vehicle. Breakaway said the
discounted Berkshire package it bought in 2009 was really
an expensive “reinsurance” program that required
employers to cover each other’s losses.

The terms of the agreement were “so obscure as to be
unintelligible” that Breakaway ended up being responsible
“for every single loss their injured employees suffer,”
according to the complaint. And Berkshire also required
Breakaway to set aside the funds it paid into a “protected
cell,” which would eventually be returned.

Breakaway also claims Berkshire’s companies, which are
helmed by Warren Buffett, tried to enrich itself by moving

the funds through a web of under-collateralized shell

companies. v
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“Instead, Berkshire Hathaway illegally siphons off
premiums through an unlicensed, unregistered and under-
collateralized Hawaiian entity, leaving New York
employers and injured workers without the funds that New
York State requires to be available to cover losses due to
worker injuries,” the complaint stated.

Breakaway, with about 300 employees, said it shelled out
$863,048.74 over the course of three years. It now wants
at least $18 million in damages.

This lawsuit comes after another company, Shasta Linen
Supply, sued Berkshire’s Applied Underwriters and
California Insurance Company in June—and won. That
decision, handed down by the California insurance
commissioner, determined that the same insurance
product was illegal since it modified premium rates and
obligations of Shasta.

Fortune has reached out to Berkshire Hathaway for
comment.
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In 1998, San Lorenzo Ruiz sold its interest in the project to CalEnergy, bt with a right to
repurchase. Four years later, CalEnergy generated financial staterments that on their face wiped

out San Lorenzo Ruiz's interests. A year later, San Lorenzo Ruiz told Mid&merican it was

exercising its option to buy back ts shares in the project, but MidAmerican went to court to black

the move
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MidAmerican cooked the project's baaks "knowingly, deliberately and with the intention, precisely,

On April 2, 2010, the Omaha court concluded that
MidAmerican had faked the project's financial statements
50 it could wipe out the rights of its minority
sharehalders. Speciically, according to Manila's
Standard Today, it found that when it came to calculating
San Lorenza Ruiz's interest, Mid&merican "wrongfully
and contrary to the agreement of the parties did not use
information that reflected 'actual project economics™

The Omiaha court concluded that MidAmerican was
daing this far a nefarious purpose - to appropriate San
Larenzo Ruiz's rights. Standard Today reported that

to reduce San Lorenzo Ruiz's interest to zera and thereby prevent San Lorenzo Ruiz from
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exercising its rightful option to buy back its shares in the project company.” Follow Us
MidAmerican was ordered to pay $32 milion to San Lorenzo Ruiz, and to fork over 15,000 6 0O &
shares in the project that between 2010 and 2021 could pay more than $140 million at a rate of Facebook - Twifer  RSS TG
about $12 millon a year
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Did Sokol Sell MidAmerican at a $140 Million Discount?

Not surprisingly, the San Larenza Ruiz scam was not the first time Sokol had been accused of
tigping off those in a weaker position than himself. When Buffett acquired MidAmerican in 1999,
Sokol was sued by MidAmerican shareholders because, as the Sious-Cily Journa reported,
Sokol *tricked company directors inta approving the 1999 sale of the campany to Berkshire
Hathaway."

The lawsuit claimed shareholders were cheated to the tune of $140 million when Sokol "used
personal relationships, fraud and deceit to manipulate the board's decision.” The plaintifts
claimed that MidAmerican was worth $37.37 a share, but Sokol sald it for a mere $35.05. On
August 3, 2003, Sokol agreed to settle the lawsut for 7 5 rmilian

As the CEO an the ather side of the deal, there's na way Buffett could have failed to know about
this. So why is he stil Saint Warren? It's not just because he's the world's third richest individual
After all, the world's wealthiest man — Mexica's Carlos Slim - does not enjoy Buffett's lustraus
reputation. My take is that Buffett has lulled the media by hiring a Fortune columnist to write his
annual reports, and by giving captivating background brisfings to influential reporters

Buffett's support of Sokal s at odds with his saintly image. However, since nane of these
exarnples of Sokal's chiseling are secret, the only reason | can imagine for the media to ignore
thern is that they don't fit the BuffetyBerkshire narrative.

Perhaps Buffett's sharehalders shauld consider this bursting of the Saint Warren bubble as a
chance to take their orofits before mare had news emeraes
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